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FOREWORD 


In a rapidly changing global trade 
environment, the international 
competitiveness of Canadian 
industry is the key to survival and 
growth. This Industry Profile is 
one of a series of papers which 
assess, ina summary form, the 
current competitiveness of 
Canada's industrial sectors, taking 
into account technological and 
other key factors, and changes 
anticipated under the Canada-U.S. 
Free Trade Agreement. Industry 
participants were consulted in the 
preparation of the papers. 

The series is being published 
as steps are being taken to create 
the new Department of Industry, 
Science and Technology from the 
consolidation of the Department 
of Regional Industrial Expansion 
and the Ministry of State for 
Science and Technology. It is my 
intention that the series will be 
updated on a regular basis and 
continue to be a product of the 
new department. | sincerely hope 
that these profiles will be 
informative to those interested in 
Canadian industrial development 
and serve as a basis for discussion 
of industrial trends, prospects and 
Strategic directions. 
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1. Structure and Performance 


Structure 

The freight forwarding industry consists of companies which act on behalf of 
shippers to arrange transportation and traffic service requirements (packaging, 
storage, handling, export credits, insurance, documentation and customs 
clearance) for the delivery of goods. Forwarders are paid a fee to act as 
agents for shippers, who own the goods being transported. By acting on 
behalf of several shippers, forwarders can obtain lower transportation rates 
from air, ocean, highway or rail carriers than small or large companies 
contracting with these carriers on their own behalf. They consolidate small 
shipments into larger ones to obtain lower transportation rates. When 
shipments arrive at their destinations, the forwarder's offices or agents will 
break down the load for local distribution (break-bulk service). In this way, 

the Canadian forwarder performs a consolidation service and the foreign office 
or agent provides a break-bulk service. Companies also assist shippers to 
prepare shipping documentation, arrange cargo insurance and establish 
export credits. 

The main focus of the industry's activities is on the provision of services 
for the international shipment of goods. In addition to their freight forwarding 
services, many of these companies offer other ancillary or subsidiary services 
such as customs brokerage, transportation brokerage, shipping agent, 
trucking, cartage, packing, public warehousing or travel agent to serve 
Canadian logistics requirements. 

Approximately one half of the income of Canadian freight forwarding 
companies comes from the provision of ancillary non-forwarding services. 
For example, more than 45 percent of the 350 companies in the freight 
forwarding industry offer ancillary customs brokerage services. This situation 
has developed because freight forwarding services in Canada were initially 
introduced as an addition to the business activities of Canadian customs 
brokers. Today, these companies providing both freight forwarding and 
customs brokerage services account for approximately 40 percent of 
forwarding sales in Canada. They receive, on average, one third of their 
income from the provision of freight forwarding services. 

In 1986, the Canadian freight forwarding industry consisted of 350 firms 
which employed 6000 people in 1100 office establishments located in 
160 cities across Canada. In the same year, the revenue of Canadian freight 
forwarders was estimated to be $540 million. Sales of freight forwarding 
services were primarily derived from the provision of international services 
(66 percent) and related domestic services (84 percent). The percentage of 
these sales received from the handling of shipments by different modes of 
transportation was 30 percent from rail, 18 percent from highway, 28 percent 
from ocean and 24 percent from air shipments. 
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The corporate structure of the industry is 
characterized by large numbers of branch offices and 
agents maintained in Canada and abroad. Rather 
than a large concentration of staff in one location, the 
industry tends to operate a number of offices staffed 
by a few people. Eighty percent of the offices are 
found in the provinces of Quebec, Ontario and British 
Columbia, with the majority of them located in the 
cities of Montréal, Toronto and Vancouver. The 
biggest organizations, representing three percent 
of the total number of firms in Canada, maintain 
35 percent of the establishments and receive 
60 percent of the industry's revenues. The remaining 
companies are small businesses operating one to 
four offices. They provide specialized services based 
on their knowledge and understanding of a client's 
shipping requirements, the use of different modes 
of transportation, the handling of commodities or the 
distribution requirements of foreign markets. 

Canada's international freight forwarding network 
consists of 500 foreign offices and 4200 agency 
agreements with forwarders in other countries. 
Multinational companies operating in Canada 
maintain 90 percent of the foreign offices. The 
majority of the companies rely on the use of foreign 
break-bulk agents to distribute their shipments when 
they arrive in other countries. The percentage of 
revenues received by the industry for handling 
shipments between Canada and its major trading 
partners are 31 percent from the European 
Community (E.C.), 26 percent from the United States 
and 24 percent from the Far East, Asia and Australia. 
The remaining 19 percent comes mainly from the 
provision of logistics services for development 
assistance or turnkey project work with developing 
countries. Current industry activity is focused on 
business opportunities arising from deregulation of 
transportation in the United States and increased 
trade with Pacific Rim countries. 


Although Canada's trade with the United States 
accounts for more than two-thirds of Canadian 
exports, the ease of arranging transportation services 
within North America reduces the need to use freight 
forwarding services. This situation accounts for the 
low proportion of forwarding revenues derived from 
the high volume of transborder trade. The income 
which is generated by the freight forwarding market 
within North America is mainly associated with 
multimodal transportation services or subsidiary 
truck brokerage services. 

Approximately 50 companies or 15 percent 
of the total number of companies in Canada are 
foreign owned. European, American, Australian and 
Japanese multinationals account for 40 percent of 
annual sales in the Canadian forwarding market. 
European multinationals are active in the international 
ocean freight forwarding market, whereas U.S.- 
controlled firms are mainly involved in highway, 
rail and air freight forwarding. 


Performance 

The level of freight forwarding activity in 
Canada corresponds directly to the demand for 
transportation. As a result of favourable economic 
conditions between 1973 and 1980, sales of 
forwarding services grew at an annual rate of eight 
percent. In 1981, this period of growth ended with 
an abrupt decline in shipping activity which lasted 
until mid-1984. At the same time, there was a shift 
towards the greater use of international highway 
and air carriers among North American shippers 
for moving smaller, but more frequent, shipments 
that minimized inventory levels and carrying costs. 
Because freight forwarding consolidation services are 
often used for these types of shipments, the overall 
decline in activity for the forwarding industry was 
cushioned to some degree. 

Since the fall of 1984, there has been significant 
recovery in freight forwarding and shipping activity. 
Improvements in the overall economic performance 
of the industry are reflected in the growth of the 
number of companies, increased employment and 
improved profits on net sales. These gains were 
achieved primarily through increased sales of 
forwarding services and productivity improvements, 
particularly among companies adopting new 
computer communications and data processing 
systems. Consequently, the industry is now in 
a good financial position. 
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It is continuing, however, to face the need for 
major adjustments brought on by the economic 
recession of the early 1980s. Forwarders and 
carriers seeking additional sources of revenues 
introduced new services to augment declining sales. 
Instead of simply acting as agents, many forwarders 
began to offer transportation intermediary services, 
where they assumed responsibility as principals in 
contracts with shippers for the safe delivery of 
goods. By becoming principals in these contracts, 
forwarders assume liabilities similar to those of 
transportation carriers. At the same time, carriers 
began to offer forwarding and customs brokerage 
services as part of their strategy to serve customers 
with a total package of door-to-door distribution 
services. These permanent changes to the 
marketing of services have made it difficult to 
distinguish between the services of freight 
forwarders, transportation intermediaries, 
transportation brokers and common carriers. 


2. Strengths and Weaknesses 


Structural Factors 

Canadian freight forwarding companies compete 
in a world market with domestic and international 
transportation carriers, aS well as with forwarders in 
other countries, for the business of Canadian and 
foreign manufacturers and distributors. The shipper's 
selection of a service depends on the availability, 
efficiency and reliability of physical distribution 
services offered by these transportation and traffic 
service companies. Factors which affect the 
competitive position of companies operating from 
Canada in this world market are based on the 
industry's capabilities in the Canadian market, 
the scale of its operations, the structure of its 
international distribution networks, the access of 
companies to financial and human resources, and 
the impact of government policies on the industry 
and on transportation markets. 
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The Canadian shipper's general lack of 
knowledge about the capabilities of the freight 
forwarding industry in Canada continues to be a 
weakness. This problem may be inherent in the fact 
that the industry is not well-defined in the minds of 
its customers. Marketing distinctions exist in the 
industry for specialization of services by modes 
of transportation used to ship goods and by the 
domestic or international destination of these 
shipments. As a result, freight forwarding services 
are marketed by companies advertising themselves 
to be domestic freight forwarders, international 
freight forwarders, air freight forwarders, poolcar 
operators (domestic rail forwarding), and several 
other variations. This situation is compounded by 
a lack of professional qualifications and financial 
instability in some freight forwarding companies in 
Canada. The industry, however, is addressing these 
problems through the professional development plan 
of its national association, the Canadian International 
Freight Forwarders Association (CIFFA). 

CIFFA is seeking greater recognition by shippers 
and government of the industry's capabilities to 
provide efficient logistics services. The association Is 
implementing a professional self-regulation strategy 
aimed at improving the quality of forwarding services 
in Canada. It has also introduced financial protection 
for shippers through an insurance program to 
compensate clients for losses caused by any 
errors or omissions of its members. As well, 
the association's new standard trading conditions, 
adhered to by its members, clearly explain the 
services and legal liabilities of forwarders in their 
contracts with shippers. The final element of 
CIFFA's professional development plan is the 
establishment of new employee training and 
accreditation schemes aimed at improving 
employees’ professional qualifications. 

Two key factors affecting the ability of 
companies in Canada to succeed in world markets 
are the size of their international distribution 
networks and their volume of international business. 
Freight forwarders who depend exclusively on 
Canadian trade have too small a scale of operations 
to provide sufficient volumes of traffic for them to 
compete as world-scale forwarders. Companies 
operating from Canada are able to compete on a 
world scale by controlling cargoes originating outside 
of Canada that are destined for Canada, as well as 
other countries. In this way, companies use their 
total volume of international traffic that originates 
in several countries to negotiate low transportation 
rates with carriers. 


FREIGHT FORWARDING 


Very few forwarding companies in Canada have 
the necessary financial resources to establish new 
foreign offices. Consequently, they all depend on the 
use of break-bulk agency agreements with freight 
forwarding companies in foreign countries for the 
overseas distribution of their shipments. Like most 
sales agreements, agency arrangements often break 
down after a critical volume of business Is reached. 
At this point, it becomes economical for one party 
to open an office in the other's country. Unless the 
import or export traffic is controlled by Canadian 
interests, the foreign forwarder is in a better position 
to expand its network of foreign offices because 
there are greater volumes of finished goods suitable 
for consolidation entering Canada than leaving it. 
This instability in agency agreements, and the 
tendency for more offices to be established in 
Canada than abroad, limit the ability of forwarders 
operating from Canada to maintain or expand their 
international distribution networks. 

A forwarding company's ability to take advantage 
of market opportunities depends on sufficient lines 
of credit or cash-flow reserves being maintained to 
operate its businesses. In addition, access to funds 
at attractive interest rates can be critical, particularly 
in the case of financial guarantees required for 
performance bonding and long-term cash outlays 
in project work, where a forwarder assumes full 
responsibility for the timely delivery of goods. The 
small size of the average Canadian freight forwarding 
company places it at a disadvantage in bidding for 
international projects relative to its better funded 
foreign competitors. Consequently, the ability to 
expand into new markets is reduced. 

The supply of trained and experienced human 
resources is a critical factor in the success or failure 
of freight forwarding companies. Salaries for clerical, 
technical, sales and management staff account for 
50 percent of a company's operating expenses. The 
shortage of people with the appropriate skills for 
freight forwarding jobs is a problem for the Canadian 
industry. One reason for this shortage is the general 
lack of knowledge about career opportunities in the 
industry. A second is that there are no education or 
training programs in Canada to prepare new 
employees for careers in the industry. As a result, 
the professional qualifications of Canadians are not 
seen as measuring up to those of forwarders trained 
in other countries such as Austria, the Federal 
Republic of Germany, Switzerland and the United 
Kingdom, where there are well-established human 
resource development programs to ensure adequate 
supplies of trained personnel. 
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A strength of the Canadian freight forwarding 
industry resides in its flexibility to introduce new and 
innovative services. Unlike other countries, Such as 
the United States, where forwarders are licensed as 
indirect transportation carriers, there is very little 
government involvement in the Canadian industry. 
Like their shipper clients, Canadian forwarders must 
comply with transportation and customs regulations 
when they are handling, storing or shipping goods. 
These regulations require forwarders to post bonds 
for the performance of their duties as international 
freight consolidators, and apply to customs 
authorities for rights to operate sufferance and 
bonded warehouse facilities. 

Government deregulation of transportation has 
opened up new market opportunities for freight 
forwarding companies. The practice of charging 
customers uniform, published, transportation rates is 
being simplified or eliminated, thus allowing carriers 
to negotiate confidential contract rates with individual 
shippers. For shippers, forwarders and transportation 
brokers with large volumes of traffic, these contracts 
provide significant discounts from the carrier's normal 
transportation rates. However, it is now more 
difficult for shippers to assess the competitiveness 
of their own and their competitors’ transportation 
costs. By acting on behalf of many shippers, freight 
forwarders are in an excellent position to use this 
broad knowledge of the market to obtain better 
transportation rates for shippers. 
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At present, there is a general trend for the 
international shipment of goods through a few large 
North American transportation centres. These 
transportation hubs in Canada and the United States 
are used by carriers for the efficient movement of 
high volumes of traffic. Forwarders are being 
encouraged by the new transportation environment 
to increase the size of their shipments through these 
centres in order to obtain lower transportation rates. 
The close proximity of Canadian shippers to the 
United States allows their goods to be easily routed 
by rail and highway carriers through the American 
hubs, whenever lower air or ocean transportation 
rates are available. If Canadian domestic and 
international transportation rates are not competitive 
with U.S. rates, advantages are created for using 
U.S. hubs. Under these circumstances, forwarders 
shipping exclusively from Canadian ports may lose 
traffic to forwarders operating through American 
transportation centres, particularly those having 
access to higher volumes of traffic from the 
U.S. market. 


Trade-related Factors 

No significant non-tariff barriers exist for 
Canadian forwarders operating in the United States, 
Europe, Australia or Japan. However, some 
developing countries in South America, Africa and 
the Far East have introduced legislation aimed 
at capturing a larger share of the international 
transportation market, which limits competition in 
favour of their national companies. These countries 
require the use of transportation, forwarding and 
insurance companies owned by their citizens for the 
shipment of cargoes under the control of these 
nations. While the limited amount of Canadian trade 
with these countries minimizes the immediate impact 
on forwarders, the international competitiveness of 
those specializing in project work is affected by the 
costs imposed on them by these laws. 

The Canada-U.S. Free Trade Agreement (FTA) 
does not apply directly to the freight forwarding 
industry because transportation services are not 
included. While forwarders in Canada are not clearly 
defined as shipper's agents or carriers, the U.S. 
government considers them to be regulated indirect 
transportation carriers. Consequently, extension of 
the FTA principle of national treatment to providers 
of commercial services will not apply to the freight 
forwarding industry. However, the FTA does affect 
freight forwarding companies offering ancillary 
customs brokerage, packaging or crating services in 
that the agreement allows these companies easier 
temporary entry of business and professional people. 
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Technological Factors 

The freight forwarding industry depends upon 
the efficient processing and communication of 
information. Approximately six percent of its 
operating costs are associated with the national and 
international communication of business information. 
Until recently, the Canadian industry relied mainly 
on the use of manual documentation procedures 
and knowledgeable staff rather than on new 
technologies. However, computer communication 
and data processing capabilities have become 
essential for forwarders in order to conduct 
business transactions efficiently with shippers, 
carriers and governments. 

The application of computer technology 
is currently restricted to large companies. High 
software development costs to date have kept the 
use of this technology beyond the reach of small 
and medium-sized companies. This disadvantage 
for the smaller firms may disappear in the future 
as international transportation carriers offer new 
computer communication services to forwarders 
and shippers, and as new microcomputer data 
processing and communication systems are created 
for the freight forwarding industry by private 
enterprise and governments. 


3. Evolving Environment 


The Canadian freight forwarding industry is 
quickly developing from a relatively unknown sector 
of the Canadian transportation service industry into 
one that is playing a very important role in serving 
the interests of shippers within the new business 
environment created by transportation deregulation. 
This strong position in the marketplace is reflected in 
its improved financial performance, its rapid adoption 
of new computer technology and the overall increase 
in the number of freight forwarding companies 
in Canada. 

Total tonnage of goods shipped in the Canadian 
transportation market is not expected to increase 
significantly in the medium future. Consequently, 
competition among forwarders and carriers will 
intensify. Freight Forwarding companies will seek to 
increase their current market shares for the control 
of shipments in existing domestic and international 
traffic lanes, or capitalize on opportunities to serve 
increased trade with the United States and Pacific 
Rim countries. As the trend towards larger 
companies with integrated services and high capital 
investments in computer systems continues, there 
may be a further concentration of business among 
the large companies. 
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Canadian and U.S. transportation deregulation 
may open new business opportunities for 


forwarders operating as transportation intermediaries. 


The elimination or simplification of tariff-filing 
requirements and the introduction of confidential 
contract rates may encourage shippers to use 
forwarders to negotiate transportation rates on their 
behalf with carriers. The forwarding industry's overall 
knowledge of transportation markets and its ability to 
act effectively as intermediaries may help it capture 
a greater share of the profits from the transportation 
services market of the carriers. These advantages 
have brought about some lobbying for the regulation 
of transportation brokers and, possibly, freight 
forwarders. Such regulation would limit the role of 
Canadian forwarders, as transportation intermediaries, 
in promoting competition among carriers. 

In the future, there may be greater interest from 
U.S. forwarders in the Canadian market. The large 
volume of traffic generated by the U.S. market puts 
them in a better negotiating position with carriers 
than Canadian forwarders operating exclusively from 
Canada. As aresult, entry into the Canadian market 
from the United States is easier than entry into the 
U.S. market from Canada. Unless Canadian carriers 
are able to maintain competitive transportation rates 
with U.S. carriers, forwarders operating from Canada 
may face more competition from those operating out 
of international distribution hubs in the United States. 

The FIA is expected to have a neutral to positive 
impact on the Canadian forwarding industry. The 
industry holds the view that it will benefit from new 
opportunities to serve an increased volume of trade 
with the United States and from simpler and faster 
processing of Canada-U.S. shipments through 
customs authorities. 

Under the FTA, there may be more cross-border 
flow of investments in the establishment of customs 
brokerage and packing services which were 
previously limited by foreign worker and foreign 
ownership regulations. Immigration regulations will 
be liberalized to facilitate the temporary entry of 
people selling these services or managing their 
foreign business investments in these services. 
Consequently, the FTA may indirectly assist 
forwarding companies engaged in ancillary customs 
brokerage, packaging or crating services. 


4. Competitiveness 
Assessment 


Freight forwarders operating from Canada 
compete in a world market with forwarders in other 
countries, as well as with transportation carriers. The 
new transportation deregulation environment places 
the industry in an excellent position to capture a 
larger share of control over the transportation market 
from carriers and to promote competition among 
them. While forwarders operating exclusively from 
Canada provide very competitive domestic freight 
forwarding and ancillary services, the limited volume 
of Canadian export traffic suitable for forwarding 
limits their ability to compete in world markets. 
Recognizing this constraint, companies have 
expanded their international distribution networks 
of agents and offices into the United States, the 
European Community and the Far East, in order to 
gain a larger share of the international transportation 
market. While the FTA may only have a limited 
impact on the industry, this new North American 
business environment may encourage the Canadian 
industry to expand its operations at major international 
transportation hubs in Canada and the United States, 
in order to become even more competitive. 


For further information concerning the subject 
matter contained in this profile, contact: 


Service Industries and Consumer Goods Branch 
Industry, Science and Technology Canada 
Attention: Freight Forwarding 

235 Queen Street 

Ottawa, Ontario 

K1A OH5 


(613) 954-2961 
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1973 1976 1980 1984 1986 
Firms N/A N/A SUF 300 350° 
Establishments (offices) N/A N/A N/A 900 1 100° 
Employment N/A N/A N/A 4 800 6 000¢ 
Net sales ($ millions) 138 236 457 500° 540° 
Net sales (constant 1973 $ millions) 138 158 231 ARS DY OX 
Pretax profits ($ millions) 5 15 16 N/A N/A 
Pretax profits (constant 1973 $ millions) S 9 8 N/A N/A 


eye 1976 1980 1984 1986 
Total Traffic 
International traffic — % 84.7 88.7 Gi25 N/A 66 
Domestic traffic — % 15,3 Vis Sas N/A 34 
Total International Traffic 
Import traffic — % N/A 60 N/A 60° 55 
Export traffic — % N/A 40 N/A 40° 45 

eS) ENC. Asia Others 
International forwarding revenues 
earned from major world markets — % 26 Sil 24 19 


(continued) 
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Atlantic Quebec Ontario Prairies Bac 
Establishments — % of total 4 26 41 16 13 
Employment — % of total 4 26 48 NG 9 


Name Ownership Location of Head Offices 
in Canada 

Beacon International Despatch Ltd. Canadian Brantford, Ontario 

Canpac Intl Freight Services Inc. Canadian Montréal, Quebec 

Consolidated Fastfrate Transport Inc. Canadian Toronto, Ontario 

Danzas (Canada) Ltd. Swiss Toronto, Ontario 

Right-O-Way Canada Ltd. Canadian Toronto, Ontario 

David Kirsch Forwarders Ltd. Canadian Montréal, Quebec 

Kuehne & Nagel International Ltd. West German/ Mississauga, Ontario 
British 

Lep International Inc. British Toronto, Ontario 

Livingston International Inc. Canadian Etobicoke, Ontario 

Locher Evers International Ltd. Canadian Vancouver, British Columbia 

Panalpina Inc. ; Swiss Toronto, Ontario 

Peace Bridge Brokerage Ltd. Canadian Fort Erie, Ontario 

Schenker of Canada Ltd, West German Toronto, Ontario 


* While 1986 data are shown above, specific data and estimates used in the competitive 
analysis were based on recent information obtained directly from industry, the ISTC 
Business Opportunities Sourcing System (BOSS) and other sources. 

e ISTC estimate 

N/A Not available 
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